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ABSTRACT

This thesis focuses on institutional investors and attempts to explore the role of
institutional investors in corporate governance under the trend investor
institutionalization in international and Taiwan’s capital markets. It further explores the
obstacles and hidden concerns faced with by institutions investors when playing this
governance role and proposes possible legislative amendments and policy directions.

In this thesis, Chapter II reviews the development process of corporate governance,
explains the policy expectations given to institutional investors, and points out that many
countries, including Taiwan, have gradually developed their corporate governance
reforms with a focus on institutional investors. Due to this phenomenon, this thesis
focuses on the role of institutional investors when participating in governance as well as
the obstacles they face and their responses. After explaining the concept of institutional
investors, this thesis points out that the current market share of institutional investors in
Taiwan's market is gradually rising, among which securities investment trust funds and
investment companies are the main types.

Chapter III attempts to clarify the role of institutional investors in corporate
governance by re-examining related corporate governance debates. Corporate governance
basically tries to answer two questions, namely, for whom the company should be
managed and how the company should be managed. Based on these two issues, this thesis
further explores the content and grounds of the shareholder primacy theory and the
stakeholder theory. After explaining their respective advantages and weaknesses, this
thesis proposes a compromise solution which is supplemented by the enlightened
shareholder value with regulations. The center of corporate control should also be shifted
to shareholders. On this basis, this thesis argues that institutional investors can be
implement this compromise solution because they have the ability and incentives to

V
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monitor the management based on their long-term values and they would thus consider
the rights and interests of stakeholders in the decision-making. Consequently, this should
be the role of institutional investors in corporate governance.

Chapter IV analyzes the difficulties in encouraging the participation of institutional
investors, which mainly include the issues of passiveness and short-termism. In respect
of passiveness, this thesis first explains that it might result from factors such as
participation costs, ownership diversification, and free-riding. This thesis then points out
that, after investigating empirical data, it finds that institutional investors in Taiwan
seldom participate in corporate governance. This may result from the lack of active
investment managers in Taiwan. Even so, the private engagement of institutional
investors and the interaction between institutional investors and active shareholders still
deserve continued attention. In respect of short-termism, after explaining that it may result
from the identity of operators and investors, this thesis focuses on the short-termism of
institutional investors and argues that institutional investors such as hedge funds, mutual
funds, and investment companies are at potential risks of short-termism.

Chapter V discusses the governance structure of passive investors. After introducing
Taiwan’s Institutional Investors Stewardship Code, this chapter argues that this Code
performs poorly because of the misunderstanding of fiduciary duty, too vague or uncertain
principles, the lack of execution mechanism, and the failure to reduce participation costs.
After comparing similar regulations in the European Union, the United States, and the
United Kingdom, this thesis proposes feasible policy directions and amendments to the
Code, including: formulating specific contents that should be disclosed, designating
examination institutions, developing an evaluation system, and requesting the investee
companies to disclose long-term information, etc.

Chapter VI focuses on investment companies. After explaining that the policy

\
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direction should focus on how to prevent risks of short-termism and protect stakeholders,
this chapter further explores the possibility of regulating investment companies via
Stewardship Code and the Fiduciary Duty. However, the former may have difficulties in
mandating investment companies to comply voluntarily due to the lack of liability basis
and reputational incentives; the latter has limited governance effects under the strict
definition of de facto directors and the uncertainty of corporate social responsibility in
Taiwan. Therefore, this thesis proposes a possible stewardship structure for investment
companies, which requires investment companies of a certain size to prove that they have
appropriate mechanisms to evaluate their impacts on the long-term value of the investee
company. Moreover, by interpreting the scope of “company responsible persons” and the
concept of ““social responsibility”, this thesis argues that investment companies with
substantial influence shall have the duty to protect the core interests of stakeholders.
Based on the above analysis, this thesis explores the governance functions that
institutional investors can serve at theoretical and empirical levels and proposes possible
amendments and development directions for Taiwan's relevant norms. Hopefully, it may

establish a comprehensive stewardship rule for institutional investors.

KEYWORDS : [Institutional Investor, Corporate Governance, Enlightened Shareholder

Value, Shareholder Activism, Short-Termism, Stewardship, Fiduciary Duty
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